
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

AN ADJUSTMENT OF RATES OF THE ) 
KINGSTON-TERRILL WATER DISTRICT ) CASE NO. 92-215 
OF MADISON COUNTY, KENTUCKY 1 

O R D E R  

On June 17, 1992, Kingston-Terrill water District (“Kingston- 

Terrill”) filed its application for Commission approval of a 

proposed increase in its rates for water service. Commission 

Staff, having performed a limited financial review of Kingston- 

Terrill’s operations, has prepared the attached Staff Report 

containing Staff’s findings and recommendations regarding Kingston- 

Terrill’s proposed rates. All parties should review the report 

carefully and provide any written comments or requests for a 

hearing or informal conference no later than 15 days from the date 

of this Order. 

IT IS THEREFORE ORDERED that all parties shall have 15 days 

From the date of this Order to provide written comments regarding 

the attached Staff Report or requests for a hearing or informal 

conference. If no request for a hearing or informal conference is 

received, then this case will be submitted to the Commission for a 

decision. 

Done at Frankfort, Kentucky, this 6th day Of Nwember, 1992. 

ATTEST: 
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Public Utility Financial 
Analyst, Chief 
Water and Sewer Revenue 
Requirements Branch 
Rates and Tariffs Division 

Prepared Byz #icky Moore 
Public Utility Rate Analyst 
Communications, Water and 
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Research Division 



STAFF REPORT 

ON 

KINGSTON-TERRILL WATER DISTRICT 

CASE NO. 92-215 

- 

A. Preface 

On May 21, 1992, the Kingston-Terrill Water District 

("Kingston-Terrill") submitted its application with the Commission 

seeking approval of its proposed rate increase pursuant to KRS 

278.180. However, the application was not considered filed until 

June 17, 1992. Kingston-Terrill's proposed rates would produce an 

increase in its annual revenues of $64,617, an increase of 10.53 

percent over test-period normalized revenues from rates of 

$613,434. 

In Order to evaluate the requested increase, the Commission 

Staff ("Staff") chose to perform a limited financial review of 

KingStOn-TeKKill'S operations for the test-period, the calendar 

year ending December 31, 1991. Mark C. Frost of the Commission's 

Division of Rates and Tariffs performed the limited review on July 

9 and 28, 1992 and August 11, 1992. 

MK. Frost is responsible for the preparation of this Staff 

Report except for Section E, Operating Revenues; Section D, Rate 

Design; and Appendix A, which were prepared by Nicky Moore oE the 

Commission's Research Division. Based on the findings contained in 

this report, Staff recommends that Kingston-Terrill be allowed to 

increase its annual revenues from rates by $11,280. 
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BcoPe 
The scope of the review was liml ad o ob aining information 

as to whether the test-period operating revenue and expenses were 

representative of normal operations. Insignificant or immaterial 

discrepancies were not pursued and are not addressed herein. 

B. Analysis of Operating Revenues and Expenses 

operating ReVBnUeE 

Kingston-Terrill, in its application, reported test-year 

operating income of $481,534. Of thie amount, $462,024 was from 

the sale of water, $12,821 from late charges and $6,689 was 

miscellaneous revenue. The billing analysis filed for the same 

period produced revenue in the amount of $563,409, a difference of 

$101,385 over the reported revenue from water sales. The billing 

analysis submitted by Kingston-Terrill was made by a joint effort 

between the Applicant and the Commission Staffr therefore, for the 

purpose of this Staff Report, the Staff has used the revenue 

derived from the billing analysis. 

On July 23, 1992, in Case No. 92-271, Kingston-Terrill was 

granted a purchased water adjustment in the amount of 23.87 cents 

per 100 cu. ft. of water sold. An adjustment of $50,025 in revenue 

for the purchased water adjustment has been included in the 

determination of normalized operating revenues, The total 

normalized revenue from water sales i e  $613,434. No adjustments 

have been made to the revenue from miscellaneous or late charges, 
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therefore, the total adjusted operating revenue for the test period 

is $632,944. 

Operating Expenses 

Kingston-Terrill reported operating expenses of $520,164 for 

the test-period. The following are Staff's recommended adjustments 

to Kingston-Terrill's actual test-period operations: 

Purchased Water: Kingston-Terrill's test-period purchased 

water expense was $295,077. Effective January 1, 1992, Kingston- 

Terrill's supplier, the City of Richmond, ("Richmond") increased 

its wholesale water rate from $1.30 to $1.50 per 100 cubic feet. 

On June 30, 1992, Kingston-Terrill filed Case NO. 92-271,l to 

request a purchased water adjustment, a pass through of Richmond's 

increased water rate to Kingston-Terrill's customers. 

Since an adjustment based on Richmond's increased water rate 

would meet the rate-making criteria of known and measurable, Staff 

recommends that purchased water expense reflect this increased 

cost. To be consistent, Kingston-Terrill's normalized operating 

revenue recommended herein has been adjusted to reflect the rates 

granted in Case No. 92-271. 

During the test-period Kingston-Terrill incurred a line loss 

of approximately 19.39 percent, which exceeds the allowable limit 

of 15 percent established by this Commission. A review of Kingston- 

Terrill's 3 previous annual reports reveals that historically, 

1 Case No. 92-271, Purchased Water Adjustment of Kingston- 
Terrill Water District, Order issued July 23, 1992. 
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Kingeton-Terrill'e line loee has exceeded the Commieeion'e 15 

percent allowable limit. Staff recommends that Kingaton-Terrill's 

line loee be limited to the Commission's allowable 15 percent 

limit. 

Baaed on Richmond's wholeeale water rate of $1.50 per 100 

cubic feet and Kingeton-Terrill'e test-period water sales of 

20,513,097 cubic feet, adjueted to reflect the allowable 15 percent 

line loss, Staff has calculated a pro forma purchaeed water expenee 

of $361,996.' Accordingly, purchased water expenee ham been 

increased by $66,119. 

Computerc Kingston-Terrill'e teet-period computer expense of 

$5,571 repreeente ita computer leaee payments that were paid to 

Gary Owene, Kingaton-Terrill'e manager. In December 1991, 

Kingston-Terrill purchaeed the computer from Mr. Owene at a coet of 

$6,000. 5ince Kingaton-Terrill ie no longer leaeing ita computer, 
the coat of the leaee should be eliminated from teat-period 

operations. 

On January 1, 1992, Kingeton-Terrill entered into a computer 

maintenance contract with Computer Reeourcee Corporation ("Computer 

Resources") , whereby Computer Resources agreed to maintain 

Kingeton-Terrill'e computer at a quarterly feci of $200, or $800 

annually. To document ita cost, Kingeton-Terrill provided Staff 

with a aopy of the computer maintenance contract. 

20,513,097 Cubic Feet + 852 5 24,133,055CubicFeet 2 

Wholeeale Water Rate - Per Gallon X -015 
Pro Forma Purchaeed Water iLzLEE 
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Based on its review of the computer maintenance contract, 

staff is of the opinion that the annual coat of  $800 i s  reaeonable 

and that it should be raflected in KingBtOn-TOrrill'B teet-period 

operations. Accordingly, computer expenee hat3 been decreased by 

$4,771 to reflect the diecontinuance of the computer lease and 

addition of the cost of the new computer maintenance contract. 

Ineurance and Bonding: KhgBtOn-Terrill'B teet-period 

ineurance expenee waa $16,427. Upon review of Kingeton-Terrill's 

1991 and 1992 ineurance invoiceo, Staff noted that the ineurance 

premiums had increased. An adjustment based on the increeeed 

premiums would meet the rate-making criteria that adjuetmente be 

known and measurable and therefore, Staff recommende that the 

increased coet be reflected in teet-period operatione. 
In the test-period Kingston-Terrill provided family health 

insurance coverage to ita manager and eingle health ineurance 

coverage to the remainder of ite employeeo. The Commiemion 

determined in Kingston-Terrill'e previoue rate came,' that only the 

coet of providing single health ineurance coverage for Kingeton- 

Terrill'e employees should be allowed for rate-making purposes. 

BaBed on the 1992 insurance premiume and the coet of providing 

single health ineurance coverage to all of KingBtOn-TeKrill'0 

employees, Staff has calculated a pro Porma insurance expenae of 

a Came NO. 9542, An AdjUBtment of RateB of the Kingeton-Terrill 
Water District of Msdison County, Kentucky, Order issued 
October 6, 1986. 
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$11,010, an nhown in Appendix C. Accordingly, test-period 

inauranca expense has been increased by $4,583. 

Miaoellaneouer Kingston-Terrill reported teat-period 

miaaallaneoua expenea of 92,674 which represents water tenting, 

bank chargoo, teeter fees, meeting/seminar reimburcement#, and 

unlformn. A detailed snalynia of the teat-period invoices and 

general ledger revealed that the actual test-period miscellaneous 

expenne wan $4,099,' a differonce of $1,425 from the amount 

Kingcton-Terrill reportad. Accordingly, miacellaneous expenne han 

been inarearod by $ 1 , 4 2 5 -  

Operatino and Offloe Balarieci Kingaton-Terrill reported 

tart-period operating and offloe salaries expense of $61,054. 

During the test period, Kingston-Terrill employed a manager, one 

full-time and various part-time maintenance employeea, and two 

office employeea. 

Kingrton-Terrillls method of calculating ita employesol 

ealarien i s  vary cumbersome and difficult to understand. 8taff 

mpent the majority of its 3 day field review analyzing Kingt3kOn- 
Tarrillln payroll ledger and general ledger in an attempt to 

underatand how tho rralariea were calculated and allocated to the 

varioun axponse aaoounto. Based on its analyela, Staff determined 

Water Tests 4 

Bank Charges 
Tenter Feen 

$ 730 
12 

1.000 
Meotinp/Semlnar Reimburnemsntn 1;284 
Uniforms 
Teat-Period Misoellansous Expenre 
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that Uingston-Tarrill's teat-period operating and offico salaries 

wore $77,100 as ehown in Appendix D. 

At the repueat of Staff, Kingaton-Terrill provided job 

description echedules which lieted the duties performed by each 

employee. Upon review of t h e m  achedulea, Staff is of the opinion 
that Kingston-Terrill'e 1991 salary levels are reasonable and 

therefore, recommenda that operating and office sslariae be 

increased by $16,134. 

As previouely mentioned, KingatOn-Terrill'E method of 

calculating its employsee' salaries is cumberaome and difficult to 

understand. An example is the manager'a ealary which ie baaed on 

the number of meter8 times $2.65 lees the ealariee of the office 

employees and the meter readers. For thia reason, Staff strongly 

recommend0 that Kingaton-Terrill adopt a lee8 cumbersome method 

that would be eaaier to understand and apply. 

Office Rent: Kingaton-Terrill reported office rent exgenee of 

$3,300 for the teat period. Kingston-Terrill informed Staff that 

on Auguet 1, 1992 ite office rent waa increaeed from $275 to $300 

per month. Staff ia of the opinion that an adjuatment baaed on the 

increased office rent would meet the rate-making criteria that 

adjuetmonta be known and meaaurable and therefore should be 

reflected in teat period operatione. 

Based on the increased monthly office rent of $300, Staff ham 
calculated a pro forma level of! $3,600. Aacordingly, office rent 

expenee haE been increaaed by $300. 
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Equipment Rent1 Upon review of the teet-period work orders, 

Staff noted that Kingeton-Terrill had rented a backhoe and 

ditchwitch from 2 of ite employees at a coet of $1,650. Staff is 

of the opinion that the rental coat ie reaeonable and ehould be 
reflected in Kingston-Terrill'e teet-period operatione. Therefore, 

operating expeneee have been increased by $1,650 to reflect the 

ooet of tho equipment rental. 

Ropairs and Maintenance: Kingston-Teerill's teat-period 

repairs and maintenance expense was $49,766. Staff noted that 

Kingeton-Terrill had mieclaeeified to thie aOCOunt $16#531 of 

payments to its manager and maintenance employee for maintenance 

servicee that should have been reported in either equipment rental 

expense or ealaries and wagee erpenee. 

The incorrect claseification of theee payment8 would not 

affect the overall determination of Kingeton-Terrill'a revenue 

requirement. However, these payment6 are included in tho 

calculation of Kingston-Terrill'e pro forma equipment rentalr and 

ealariee and wages expenees. Accordingly, repairs and maintenance 

expenee hae been decreaeed by $16,531. 

TranEgOrtatiOn: Kingeton-Terrill reported test-period 

transportation exponee of $ 6 r 9 8 8 .  A detailed analysis of the 

general ledger and teet-period invoices revealed that the actual 

test-period traneportation oxpenee wae $5r023,e a difference of 

Cas Reimbursement $350 x 12-months = $ 4,200 
Tax L License 119 
Truck Repaire t 704 

8 
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$1,965 from the amount Kingeton-Terrill reported. Accordingly, 

transportation expense has been decreaeed by $1,965. 

Utilitiee and Telephone: Kingeton-Terrill reported utility 

and telephone expenae of $7,902 for the teat period. Upon review 

of the invoicee, Staff determined that the actual teat-period 

utility and telephone expenee wae $7r489,6 a difference of $413 

from the amount Kingston-Terrill reported. Accordingly, utility 

and telephone expenee ha8 been decraaeed by $413. 

Depreciation: Kingeton-Terrill reported teat-period 

depreciation expenee of $45,533. During the teat period, KingEtOn- 

Terrill incurred several capital expenditurea which it correctly 

depreciated. However, since the expendituree did not occur at the 

beginning of the year, Kingaton-Terrill failed to report a full 

year of depreciation expenee. Staff ha8 determined that 

depreciation expense ehould be increaeed by $2,989 to reflect the 

annualization of this expenee and ha8 increased depreciation 

expense by this amount. 

Amortization: At the time of the field review, Kingeton- 

Staff ie of the Terrill'e coat to file thie rate c a m  wae $3,050. 

opinion that Kingston-Terrill'e rate caee coat ie reaeonable. 

Transpottation EXgenee 

6 Electric: 
Tower - Pumping 
Tower - Lighting 
Office 

Telephone 
Garbage 
Utility and Telephone Expenee 

9 5,023 

8 5,079 
94 
866 

1 318 
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Since utilities normally do not request a rate increase every 

year, the Commission's past practice has been to amortize rate case 

cost over a 3-year period. Staff has calculated amortization 

expense of $1,016 based on amortizing this cost over a 3-year 

period, and recommends that $1,016 of amortization expense be 

included in test-period operations. 

As previously mentioned, Kingston-Terrill filed a PWA case in 

1992. Staff determined the cost of this case to be $200. A PWA 

case is similar to a rate case in that a utility does not normally 

seek a PWA every year. Therefore, Staff is of the opinion that the 

PWA case should be amortized in a similar fashion, has calculated 

amortization expense of $6?, and recommends that this amount also 

be included in test-period operations. 

- FICA: Kingston-Terrill reported test-period FICA expense of 

$6,502. Based on the pro forma salaries and wages expense 

determined reasonable herein, Kingston-Terrill's FICA expense would 

be $5,905, a difference of $597 from the amount Kingston-Terrill 

reported. Accordingly, FICA expense has been decreased by $597. 

Ouerations Summary 

Based on the recommendations of Staff contained in this 

report, Kingston-Terrill's operating statement would appear as set 

forth in Appendix B to this report. 

C. Revenue Requirements Determination 

The approach frequently used by this Commission to determine 

revenue requirements for "non-profit" water utilities is debt 
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service coverage("DSC"). 

in determining Kingston-Terrill's revenue requirement. 

Staff recommends the use of this approach 

Staff has determined that KingEtOn-Terrill'S annual debt 

service is $40,423.' Kingston-Terrill's adjusted operations 

reflect $44,038' in income available for debt service which reoults 

in a DSC of 1.09~~. The increase in rates requested by Kingston- 

Terrill would result in income available for debt service of 

$108,6551° and a DSC of 2.69x." 

Staff is of the opinion that a 1 . 2 ~  DSC will provide 

sufficient revenues to allow Kingston-Terrill to meet its operating 

expenses, and service its debt. A DSC of 1 . 2 ~  will result in a 

~~ ~ 

A Bonds B Bonds 7 

Interes 

9,400 3 , 000 12,919 

B Net Operating Income 
Other income 
Income Available for DSC 

9 $44,038 + $40,423 1.09X. 

lo Income Available for DSC 
Requested Increase in Rates 

$108,655 + $40,423 = 2.69%. 



Staff Report 
PSC Case NO. 92-215 
Page 12 of 13 

revenue requirement of $653.4881a and therefore, Staff recommends 

that Kingston-Terrill be granted an increase in annual revenues 

from rates of $11,280.” 

D. Rate Design 

In its Application, Kingston-Terrill filed a schedule of 

present and proposed rates and did not propose any change in the 

rate structure. The Staff is in agreement that the proposed rate 

structure should not be altered. Therefore, any increase 

recommended in this case has been added to the existing rate 

structure. The Staff recommends that the rates in Appendix A, 

attached hereto and incorporated herein, be approved for services 

rendered. 

l2 Debt Service 
Recommended DSC 

Adjusted Operating Expenses 
Interest Expense - Other 
Revenue Requirement 

Normalized Operating Revenue 
Other Income 
Recommended Increase 

Subtotal 

l3 Revenue Requirement 

$ 40,423 
x 1.2 
$ 48,508 

598,170 

$ 653,488 
632,944 



Staff Report 
PSC Case No. 92-215 
Page 13 of 13 

E. Signatures 

Public utility Financial 
Analvst. Chief 
Waee; and Sewer Revenue 
Requirements Branch 
Rates and Tariffs Division 

)qj,& 
Prepared By) Ni'cky MOOre 
Public Utility Rate Analyst, 
Communications, Water and 
Sewer Rate Design Branch- 
Research Division 



APPENDIX A 

TO STAFF REPORT CASE NO. 92-215 

The Staff recommends the following rate be prescribed for 
customers of Kingston-Terrill Water District. 

Usage Blocks 

First 200 Cubic Feet 
Next 300 Cubic Feet 
Next 300 Cubic Feet 
Over 800 Cubic Feet 

Monthly Rates 

$9.25 Minimum Bill 
4.10 Per 100 Feet 
3.10 Per 100 Feet 
2.10 Per 100 Feet 
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Operating Revenues: 
Sale of Water 
MiECellaneOUs 
Late Charges 

Total Operating Revenues 

Operating Expenses: 
Purchased Water 
Bad Debt Expense 
Commissioners’ Fees 
Computer Charges 
Insurance ti Bonding 
Miecel laneous 

Salaries & Wages 
Postage 
Professional Services 
Radio & Beeper Rental 
Rent - Office 
Rent - Equipment 
Repairs & Maintenance 
Transportation 
Utilities & Telephone 
Depreciation 
Amortization 
Payroll Taxes 

Office Supplies 

Total Operating Expenses 

Net Operating Income/(Loss) 

Other Income: 
Interest - Time Deposits 
Interest - Other 

Total Other Income 

Other Deductions: 
Long-Term Interest 
Interest - Other 
Total Other Deductions 

Net Income/(Loss) 

Recommended 
Adjustments 

$ 151,410 
0 
0 

$ 151,410 

-----------_ 

----__----__ 

$ 296,877 $ 
2 I493  

10,800 
5 , 5 7 1  

16,427 
2,674 
2,237 

61,054 
4,282 
4,140 
1,394 
3,300 

0 
49.766 

66,119 
0 
0 

( 4 . 7 7 1 )  
4,583 
1 , 4 2 5  

0 
16 ,134  

0 
0 
0 

300 
1.650 

( 1 6 , 5 3 1 )  
6,988 ( 1 . 9 6 5 )  
7.902 

45.533 
( 4 1 3 )  

2.989 
1.224 1.083 

$ 361,996 
2.493 

10;800 
800 

21.010 
4.099 
2,237 

77 ,188  
4 # 282 
4.140 
1,394 
3.600 
1.650 

33 ,235  
5 , 0 2 3  
7 * 489 

48,522 
2.307 

$ 8 ,506  $ 
758 

0 3  8,506 
0 758 
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Health and Dental Ineurancer 
Blue CrO8~1/Blue Shield - Single Premium 
Delta Dental - Single Premium 

Monthly Employee Dental C Health Premiums 
Time81 Number of Employee8 

Monthly Dental & Health Premium6 
Timesr 12-Month8 

Annual Em lo ee Health c Dental Insurance 
Businem# Auto 
Commercial Property 
Commercial Inland Marine 
Workers Compensation 
Public Official Bond 
Blanket Fidelity Bond 
Enoroachment Bond 
Pro Forma Insurance Expenee 

General L r x  ab lity 

8 105 
t 210 n 
X 4 
3 1,2m . - .___ 
X 12 
8 15,126 

1,641 
832 
441 
240 

2,250 
102 
282 



APPENDIX D 
TO STAFF REPORT CASE NO. 92-215 

Gary Owens: 
Management Salary Monthly - Varies 
Maintenance Source - Workordere 
Pump Maintenance $60.00 x 12-Month6 

Kathy- Rice : 

Angela White: 

Eddie Hunter: 

Office $ 4.40 x 1,986.5 €Ire 

Of f ice 8 4.25 X 1,695.5 Hre 

Meter Reading $ 0.35 x 19,696 Metete 
Maintenance Source - Workordere 

Test-Period Salariee & Wages Expenee 

$ 28,369 
12,568 

I 720 

I 8,741 

I 7,206 

I 6,894 


